


What	
  is	
  real	
  GDP?	
  



!   Business	
  Cycle:	
  
!   Consists	
  of	
  alterna8ng	
  periods	
  of	
  economic	
  growth	
  

and	
  contrac8on.	
  



!  Peak:	
  
!   Real	
  GDP	
  reaches	
  in	
  maximum.	
  
!   Spending	
  and	
  income	
  at	
  a	
  temporary	
  high	
  point	
  
!  Output	
  (GDP)	
  at	
  full-­‐employment	
  
!  Unemployment	
  at	
  the	
  natural	
  rate	
  
!   Price	
  Level	
  (infla8on	
  rate)	
  high	
  



!  A	
  downturn	
  in	
  the	
  business	
  cycle	
  during	
  which	
  
real	
  GDP	
  declines.	
  
!   Spending	
  decreases	
  
!   Output	
  (GDP)	
  decreases	
  
!   Unemployment	
  increases	
  
!   Income	
  decreases	
  
!   Price	
  level	
  (infla8on	
  Rate)	
  decreases	
  



!   Real	
  GDP	
  reaches	
  it	
  lowest	
  level	
  aNer	
  falling	
  
during	
  a	
  recession	
  
!   Spending	
  and	
  incomes	
  boOom	
  out	
  
!   Output	
  (GDP)	
  at	
  lowest	
  levels	
  
!   Unemployment	
  at	
  highst	
  levels	
  
!   Price	
  level	
  (infla8on	
  rate)	
  at	
  expected	
  rate	
  



!  An	
  upturn	
  in	
  the	
  business	
  cycle	
  during	
  which	
  
real	
  GDP	
  rises	
  
!   Spending	
  increases	
  
!   Output	
  (GDP)	
  increases	
  
!   Unemployment	
  decreases	
  
!   Income	
  increases	
  
!   Price	
  level	
  (infla8on	
  rate)	
  increases	
  





!   “a	
  recession	
  is	
  when	
  a	
  neighbor	
  loses	
  his	
  or	
  her	
  
job.	
  A	
  depression	
  is	
  when	
  you	
  lose	
  your	
  job!”	
  

!  A	
  depression	
  is	
  a	
  very	
  long	
  recession	
  



!   Economic	
  Growth:	
  
!   A	
  na8ons	
  real	
  GDP	
  during	
  an	
  expansion	
  



!   Key	
  variables	
  that	
  change	
  before	
  real	
  GDP	
  
changes	
  
!   Average	
  workweek	
  
!   Unemployment	
  claims	
  
!   New	
  consumer	
  goods	
  orders	
  
!   Delayed	
  deliveries	
  
!   New	
  building	
  permits	
  
!   Stock	
  prices	
  
!   Money	
  supply	
  
!   Consumer	
  expecta8ons	
  



!   Key	
  variables	
  that	
  change	
  at	
  the	
  same	
  8me	
  that	
  
real	
  GDP	
  changes	
  
!   Personal	
  income	
  
!   Industrial	
  produc8on	
  
!   Manufacturing	
  sales	
  



!   Variables	
  that	
  change	
  aNer	
  real	
  GDP	
  changes	
  
!   Unemployment	
  rate	
  
!   Dura8on	
  of	
  unemployment	
  
!   Labor	
  costs	
  
!   Consumer	
  prices	
  
!   Consumer	
  debit	
  to	
  income	
  ra8o	
  
!   Commercial	
  and	
  industrial	
  loans	
  



!  What	
  are	
  the	
  four	
  phases	
  of	
  the	
  Business	
  
Cycle?	
  


